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Key Points

 The world economy post the GFC: EM, debt-ridden developed economies and the ‘caterers’
to EM growth. 

 Australia benefits greatly from its export mix and proximity to the Asian growth centres.  

 Our forecasts have growth back to trend – but not for every sector.   

 If mining grows as a share of the economy then other sectors must be squeezed.  Sectors 
exposed to the currency and interest rates will be under pressure.    

 The growing importance of commodities will make the Australian economy more volatile, with 
implications for fiscal and monetary policy.  The global economy will also be more volatile 
given the stretched nature of sovereign balance sheets and the regulatory and market 
constraints on credit growth.   

 This means we need to be prepared for downside shocks even when the outlook seems 
positive.  

 Our relative success during the GFC helps explain the current hawkish stance of the RBA.
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Some longer-term thoughts on the 
post-GFC economy
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Debt will be a constraining factor on the developed 
world for many years to come

Source: Eurostat, Fed, BoJ
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For instance, the fiscal challenge facing the US is 
enormous

Source: Congressional Budget Office
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With massive changes to spending or taxes required

Source: Congressional Budget Office
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US better placed when we look at household debt

Source: OECD, DB Global Markets Research
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EM countries face a much better ‘fiscal future’

Source: DB Research



Deutsche Bank
Global Markets
Deutsche Bank
Global Markets

David Plank, Head of Macro Research and Strategy, Aust/NZ: Living in a Post-GFC World: david.plank@db.com
9

Lower global trend growth and different growth drivers 
in the future

Source: Deutsche Bank Global Markets Research
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History points to monetisation of public debt and 
inflation

Source: DB Global Markets Research, Economic History Service
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Credit will be both more expensive and harder to get

Source: DB Global Markets Research, Reuters, FDIC 

 Credit spreads have widened sharply from their pre-crisis levels.
 Regulators want to reduce the leverage in the banking system – by necessity this means 

credit will be less readily available. 
 These changes are likely to be permanent.  

Credit spreads have widened
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Meanwhile, Australia faces a different set of challenges

Source: DB Global Markets Research, ABS, Bloomberg Finance LP

 The strong performance of the Australian economy has implications for our interest rates 
and the Aussie Dollar.

 In turn this has implications for different sectors of the economy.  
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Note that our interest rates are close to ‘normal’ despite 
exceptionally low rates in the US – this could be a long 
term divergence

Source: DB Global Markets Research,  Bloomberg Finance LP
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There are regional implications from the set of 
economic circumstances facing Australia

Source: DB Global Markets Research, ABS, ANZ

 The resource rich states, WA and Queensland, outperformed during the commodity boom 
and then suffered the most during the global slump.

 They are now recovering rapidly, though the more diverse nature of the Queensland 
economy means it is lagging the pick-up seen in WA.  
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The growing exposure to mining will have implications 
for the volatility of the economy

Source: DB Global Markets Research, ABS, Bloomberg Finance LP

 The share of the economy directly exposed to mining has grown over the past decade.
 Given the investment intentions of the mining sector its share will continue to grow.
 This means that Australia will become increasingly exposed to the volatility of commodity 

prices.    

Mining dominating private sector CAPEX outlook
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Longer-term conclusions: volatility likely to 
increase

 Countries with high debt levels face constraints on their policy choices.  

 This will lessen their ability to respond to further shocks, suggesting that growth over the next 
decade could be a lot more volatile than over the past twenty years. 

 Fortunately Australia’s growth prospects are more highly linked with the low debt/high growth 
EM countries.    

 While this is a plus, it has implications in terms of the likely interest rate and currency settings 
facing the Australian economy.

 In turn this has implications for the mix of economic growth in Australia – in terms of both 
sectoral and regional growth. Those parts of the economy exposed to interest rates and the 
currency are likely to be squeezed on a relative and absolute basis so long as the commodity 
boom continues.    

 This means the commodity sectors will grow as a share of the economy, continuing the trend 
evident for a decade.

 This will have implications for the overall volatility of the economy and, in turn, for the volatility 
of fiscal and monetary policy settings.

 We need to prepare for downside surprises.        
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The Near-term Economic Outlook

17
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Our economic forecasts by country/region

Source: Deutsche Bank Global Markets Research
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Key Driver: Pent-up US demand

Source: BEA, DB Global Markets Research

* Discretionary spending here includes personal consumption expenditure on durable goods and 
gross domestic private investment.
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US savings rate may not need to increase further 
with wealth back to historic average

Source: BEA, FRB, DB Global Markets Research
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But US labour market remains a risk to the outlook

Source: DB Global Markets Research, BLS, DoL
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Australia benefits from being a ‘caterer’ to EM growth

Source: Deutsche Bank AG, Datastream, Bloomberg Finance LP

 Australia’s terms of trade has surged over the past year.
 With the gain consistent with the global recovery.
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With China a big part of the story and the long-run 
picture remaining positive
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As a consequence of the rebound in the terms of trade 
Australia is back to managing ‘success’

Source: Deutsche Bank Global Markets Research, ABS

 Nominal GDP rose to 10% in year-ended terms in June 2010.
 This has seen domestic final demand once again move higher than (real) GDP growth.
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The contrast with the performance of the US economy is 
particularly stark

Source: Deutsche Bank Global Markets Research, Bloomberg Finance LP
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Sources: DB GMR, ABS
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Sources: DB GMR, ABS
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A recently subdued consumer has started to resurface

 While a modest pick-up in consumer demand would not ordinarily cause concern, a pick-up 
against a backdrop of high levels of consumer confidence, limited slack and a very strong 
outlook for business investment is problematic.

 It is simply not possible for every sector of the economy to grow above trend.  .

Source: Deutsche Bank Global Markets Research, ABS
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The high level of household debt in Australia is a 
consideration for the interest rate outlook  

Sources: DB GMR, ABS, APM, REIA 

Source: Deutsche Bank Global Markets Research, ABS, RBA, Fed

 One of the reasons that Australia did well during the global financial crisis is that 
households continued to take on debt.

 This increases the sensitivity of households to interest rates and is one of the reasons we 
don’t expect the cash rate peak to be as high as in 2008 (unless the commodity prices 
continue to rise for a few more years).
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Risks to Fixed Income Positions

Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise to pay fixed or variable interest rates. For 
an investor that is long fixed rate instruments (thus receiving these cash flows), increases in interest rates naturally lift the discount factors applied to the 
expected cash flows and thus cause a loss. The longer the maturity of a certain cash flow and the higher the move in the discount factor, the higher will be the 
loss. Upside surprises in inflation, fiscal funding needs, and FX depreciation rates are among the most common adverse macroeconomic shocks to receivers. 
But counterparty exposure, issuer creditworthiness, client segmentation, regulation (including changes in assets holding limits for different types of investors), 
changes in tax policies, currency convertibility (which may constrain currency conversion, repatriation of profits and/or the liquidation of positions), and 
settlement issues related to local clearing houses are also important risk factors to be considered. The sensitivity of fixed income instruments to macroeconomic 
shocks may be mitigated by indexing the contracted cash flows to inflation, to FX depreciation, or to specified interest rates – these are common in emerging 
markets. It is important to note that the index fixings may -- by construction -- lag or mis-measure the actual move in the underlying variables they are intended 
to track. The choice of the proper fixing (or metric) is particularly important in swaps markets, where floating coupon rates (i.e., coupons indexed to a typically 
short-dated interest rate reference index) are exchanged for fixed coupons. It is also important to acknowledge that funding in a currency that differs from the 
currency in which the coupons to be received are denominated carries FX risk. Naturally, options on swaps (swaptions) also bear the risks typical to options in 
addition to the risks related to rates movements.
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